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to the percentage vote required to set annual values. Without a 
ready market for ownership interests, as is the case in farming and 
ranching, these steps are critical in every entity created to hold 
farmland or to carry on a farming or ranching operation. 
 Some have commented that there should have been more 
attention given to the intent of the two brothers who set up the 
corporation. The fact that their decisions (or lack of action) led 
to untold family turmoil for three decades substantially undercuts 
any inclination to attempt at this late date to ascertain what their 
intent might have been.
 In short, the problem lies in the planning process. The Iowa 
Supreme Court is to be congratulated in providing a path to 
resolution of the conflicts that have festered for so long.
 
ENDNOTES
  1  Baur v. Baur Farms, Inc., No. 11-0601, June 14, 2013. See 
generally 6 Harl, Agricultural Law, Ch. 51, App. 51B, pp. 16-20 
(2013).
 2  See Duffy, “Iowa Land Value Survey,” Iowa Agriculture and 
Home Economics Experiment Station, Iowa State University, Dec. 
2012 (average value of $8,296 per acre as of November of 2012, 
representing an increase of 23.7 percent over 2011).
 3  Baur v. Baur Family Farms, Inc, No. 11-0601 (Iowa Sup. Ct., 
June 14, 2013).
 4  See, e.g., Nw. Inv. Corp. v. Wallace, 741 N.W.2d 782, 787-788 
(Iowa 2007) (Iowa Supreme Court indicated its disapproval of 
share valuations incorporating a discount for a minority interest 
in a corporation).
 5  Baur v. Baur Family Farms, Inc., No. 11-0601 (Iowa Sup. Ct., 
June 14, 2013).
 6  Id.
value per share of the shareholder’s equity interest in the 
corporation as determined by the Board of Directors, for 
internal use only, as of the close of the most recent fiscal year.”3 
The amendment in 1984 set a book value of $686 per share. 
Footnote 1 of the case opinion indicates that there was no 
evidence of a different book value after that date. The record 
shows no dividends had ever been declared.  Over a period of 
many years, the shareholders feuded over valuations and terms 
of any buy-out of the minority interest with no resolution. 
The court decisions
 The District Court dismissed the case following presentation 
of the plaintiff’s case on the grounds that a five-year statute of 
limitations had expired. On appeal to the Iowa Court of Appeals, 
the court reversed and remanded for trial. At the trial, the District 
Court found no “oppressive” conduct.
 The Iowa Supreme Court, after a review of the authorities4 held 
that “. . . majority shareholders act oppressively when, having 
the corporate financial resources to do so, they fail to satisfy 
the reasonable expectations of a minority shareholder by paying 
no return on shareholder equity while declining the minority 
shareholder’s repeated offers to sell shares for fair value.”5 The 
District Court decision was reversed and remanded “for further 
proceedings consistent with this opinion.”6
Commentary
 The decision has already generated a great deal of commentary 
but it is difficult to be critical of the court’s decision. The facts 
of the case cried out for relief and the reasoning of the court is 
consistent with the progressive trend to recognize the position 
of economic disadvantage inherent in minority-majority power 
struggles. 
 However, the real culprit was the complete failure of the 
controlling parties  to address – (1) the need for an annual 
determination of  stock value; (2) the pay-out terms  (immediate or 
deferred) of a properly drafted buy-sell or first option agreement; 
(3) a fall-back provision if valuations are not agreed upon each 
year; and (d) the situation if the majority owner or owners have 
the power to undervalue the stock consistently. The latter relates 
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BANkRuPTCy
GENERAL
 EXEMPTIONS
  CHILD TAX CREDIT. The debtor claimed a portion of 
a federal income tax refund attributable to the child tax credit 
as exempt public assistance payments under Maine Stat. § 
4422(13(A)). The trustee objected, arguing that the credit was not 
a refundable credit; therefore, the credit was meant only to reduce 
the overall tax on the debtor and not provide public assistance. The 
Bankruptcy Court agreed and held that the portion of the refund 
attributable to the child tax credit was not eligible for the Maine 
public assistance exemption. In re Tetrault, 2013-2 u.S. Tax Cas. 
(CCH) ¶ 50,435 (Bankr. D. Maine 2013).
CHAPTER 12
 JuRISDICTION. The debtor filed a Chapter 12 case. During 
the case the debtor filed a complaint against a non-party in the 
bankruptcy case, alleging trespass, nuisance, negligence, and 
negligence per se arising out of defendant’s use of the debtor’s 
land. The debtor’s complaint acknowledged that the action might 
not be a core proceeding in the bankruptcy and consented to the 
Bankruptcy Court’s issuance of a judgment. Eight months later, 
the debtor filed a motion in the District Court to remove the action 
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to the gain from the capital asset sales and the percentage of gross 
income attributable to all other income. The debtor argued for using 
the marginal rate which uses two calculations. The first calculation 
assumed that the tax on the long-term capital gains and ordinary 
income as well as the net farm income from the sale of livestock 
and crops raised by debtors would receive favorable treatment 
under Section 1222(a)(2)(A) and be treated as an unsecured claim. 
The second calculated the priority portion of the tax claim by 
determining the tax on all remaining sources of income pro forma, 
allowing deductions from adjusted gross income for the standard 
deduction and personal exemption to arrive at taxable income, with 
the tax on this income a priority claim.  The court held that the 
priority claim portion of the taxes was to be determined using the 
marginal method because that method best accounts for the effect 
of marginal tax rates, tax deductions and credits.  See also Harl, 
“The U.S. Supreme Court Settles (for Now) One of the Chapter 12 
Bankruptcy Tax Issues,” 23 Agric. L. Dig. 81 (2012). In re keith, 
2013 Bankr. LEXIS 2802 (Bankr. D. kan. 2013).
FEDERAL FARM
PROGRAMS
 NO ITEMS.  
 FEDERAL ESTATE
AND GIFT TAXATION
 LIFE INSuRANCE. Under a divorce agreement, the decedent 
was to maintain life insurance policies having an aggregate death 
benefit for the sole benefit of the former spouse. The decedent paid 
all premiums, dues and assessments on the policies, the decedent 
could not borrow against or pledge the policies, and dividends 
from the policies belonged exclusively to the decedent.  When the 
decedent died, the insurance company paid the proceeds of the 
insurance policies to the former spouse. The IRS discussed Estate 
of Bowers v. Comm’r, 23 T.C. 911 (1955), in which the decedent 
agreed to carry life insurance on the decedent’s life payable to the 
former spouse as part of a settlement agreement in a divorce. The 
court held that the right to dividends, which may be applied against 
a current premium, is nothing more than a reduction in the amount 
of premiums paid rather than a right to the income of the policy. 
See also Estate of Jordahl v. Comm’r, 65 T.C. 92, 99 (1975). Thus, 
in a Chief Counsel Advice letter, the IRS ruled that the decedent’s 
right to the dividends was not an incident of ownership which 
caused the proceeds of the life insurance policy to be included in 
the decedent’s taxable estate. CCA 201328030, March 18, 2013.
 The taxpayer had been the trustee and permissible distributee of a 
trust which owned life insurance policies on the life of the taxpayer. 
The trust was split into two trusts and the taxpayer relinquished 
the trusteeship, any right to be named the trustee in the future, and 
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to the District Court on the basis that the Bankruptcy Court lacked 
jurisdiction over the action. The defendant objected, arguing that 
the District Court also lacked jurisdiction because of no federal 
question or diversity of parties. The court held that, because the 
debtor had already consented to the jurisdiction of the Bankruptcy 
Court, there was no cause, as required by 28 U.S.C. § 157(d), to 
support removal of the action to another federal court. In addition 
to denying the removal, the court awarded attorney’s fees and costs 
to the defendant. Hauk v. Dan’s Excavating, Inc., 2013 u.S. Dist. 
LEXIS 100997 (E.D. Mich. 2013).
 PLAN. The debtor was a family partnership which operated 
a tree farm. The general partner was a corporation owned by a 
husband and wife and the general partner owned all the equity 
interests in the debtor.  The husband was employed full time 
as a medical equipment salesman. The creditors challenged the 
eligibility of the debtor for Chapter 12 because the tree farm was 
not a farming operation and the general partner’s owners were 
not conducting any farming operation. The individuals testified 
that they purchased the property and planted additional trees 
which would eventually produce income from harvesting. By the 
time of the bankruptcy filing, the trees had been planted and no 
income was produced for the two years prior to bankruptcy filing. 
The individuals also testified that they had hired a logger to begin 
harvesting trees as soon as the ground condition was suitable. 
However, the court found most of the testimony speculative at 
best and not very credible. The debtor’s plan projected sufficient 
income from sales of timber or from the off-farm income of the 
husband. The court found the projected income figures unsupported 
by any evidence of timber contracts or history of sales.  The court 
also noted that the husband had significant monthly income but 
testified that the husband may need to file a personal bankruptcy 
case. The court denied confirmation of the plan for failure to show 
that the debtor would be able to make the proposed plan payments. 
Although the court did not make a specific ruling on the eligibility 
of the debtor for Chapter 12, the court found that no tree farm 
operation existed operated by a family. In re McMahon Family 
Limited Partnership, 2013 Bankr. LEXIS 2771 (Bankr. E.D. 
Wis. 2013).
FEDERAL TAX
 SALE OF CHAPTER 12 PROPERTy. The Chapter 12 debtor 
filed Schedule F for the tax year prior to filing for bankruptcy 
and the schedule included several types of income from the sale 
of various types of farm property, including the sale of farm 
equipment, land, buildings and livestock. The sales produced 
long-term capital gains, ordinary gains and net farming profit. The 
debtor argued that the IRS claim for the taxes on the income from 
all these pre-petition sales was eligible for the Section 1222(a)(2)
(A) treatment as unsecured and dischargeable claims. The parties 
agreed that the claims for the taxes resulting from the capital assets 
sales were eligible for Section 1222(a)(2)(A) treatment. The court 
held that the income from the sale of farm products, crops and 
livestock, were not eligible for Section 1222(a)(2)(A) treatment 
because such items were not used in the farming operation. The 
second issue was the method of determining the amount of taxes 
attributable to each type of tax. The IRS argued for the proportional 
method, determining the percentage of gross income attributable 
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any power of appointment over the trust princpal. The IRS ruled 
that the taxpayer held only a beneficial interest as a permissible 
distributee of income and corpus but no powers over the policies 
or their proceeds; therefore, the taxpayer held no incidents of 
ownership for purposes of I.R.C. § 2042(2). The IRS also ruled 
that, assuming that the taxpayer survives the three-year period of 
I.R.C. § 2035 after the change in the trusts, the proceeds of the 
policies will not be includible in the taxpayer’s gross estate under 
Treas. Reg. § 20.2042-1(c)(1). Ltr. Rul. 201327010, March 27, 
2013.
FEDERAL INCOME
TAXATION
 ALIMONy. The taxpayer  was divorced and under the divorce 
decree, was required to pay biweekly child support for three 
children plus additional amounts for life insurance, clothing, 
medical care and child care.  The taxpayer claimed the payments 
as deductible alimony but most of the amounts were disallowed 
by the IRS. The taxpayer argued that the payments were not child 
support payments under I.R.C. § 71(b) because the amount was 
unspecified in the divorce agreement. The court held that the IRS 
properly disallowed the payments as child support because the 
divorce agreement specifically listed the payments as for care of 
the children. Raisig v. Comm’r, T.C. Summary Op. 2013-55.
 The taxpayer’s final divorce agreement provided for several 
alimony payments to be made to the former spouse, all of which 
were terminated if the spouse died before the payments were 
made. The spouse sought a modification of the agreement under 
which the taxpayer would pay a large, one-time payment in lieu 
of all the alimony payments under the final divorce agreement. 
The modification did not contain any provision that such payment 
liability would terminate upon the spouse’s death. Thus, the 
court found that, under Florida contract law, from the date the 
modification agreement was signed to the date of approval by 
the court, the death of the spouse would not have terminated the 
taxpayer’s obligation to pay the large one-time payment. Because 
the death of the spouse would not terminate the obligation to make 
the payment, the court held that the payment was not deductible as 
alimony under I.R.C. § 71(b)(1)(D). Nye v. Comm’r, T.C. Memo. 
2013-166.
 CHARITABLE DEDuCTION. The IRS has published 
information about deduction of travel expenses incurred while 
serving a charity. Taxpayers must volunteer to work for a qualified 
organization in order to claim a travel expense deduction. Taxpayers 
should ask the charity about its tax-exempt status or visit www.IRS.
gov and use the Select Check tool to see if the group is qualified. 
Taxpayers may be able to deduct unreimbursed travel expenses 
incurred while serving as a volunteer. Taxpayers cannot deduct 
the value of their time or services.  The deduction qualifies only if 
there is no significant element of personal pleasure, recreation or 
vacation in the travel. However, the deduction will qualify even 
if the taxpayer enjoys the trip. A taxpayers can deduct travel 
expenses if the charitable work is real and substantial throughout 
the trip. Taxpayers cannot deduct expenses if they only have 
nominal duties or do not have any duties for significant parts of 
the trip.  Deductible travel expenses may include: air, rail and 
bus transportation; car expenses; lodging costs; cost of meals; 
and taxi fares or other transportation costs between the airport 
or station and a hotel. For more information, see Publication 
526, Charitable Contributions. IRS Summertime Tax Tip 
2013-05.
 The taxpayer claimed a charitable deduction for contribution 
of stock to a private foundation. The IRS denied the deduction 
on the basis that the charitable foundation failed to provide a 
contemporaneous written acknowledgement of the contribution 
which included a statement that the taxpayers did not receive 
anything in return for the contribution. The IRS moved for 
summary judgment on the issue, arguing that the submitted 
written acknowledgement was written more than five years 
after the contribution. The taxpayers submitted records from 
the foundation in proof that nothing was exchanged for the 
contribution. The court acknowledged its lack of expertise in 
tax matters and the failure of the parties to provide explanation 
of the tax law; therefore, it denied the motion for summary 
judgment, holding that material issues of fact remained as to 
whether the taxpayers received anything in exchange for the 
contributions. Pesky v. united States, 2013-2 u.S. Tax Cas. 
(CCH) ¶ 50,431 (D. Idaho 2013).
 COuRT AWARDS AND SETTLEMENTS. The taxpayer 
suffered physical injuries and received a settlement which 
provided compensation for lost wages, medical expenses, and 
other pecuniary losses the taxpayer incurred or expected to incur 
from psychological harms that originated with the personal 
physical injuries. The IRS ruled that, under Treas. Reg. § 1.104-
1(c)(1), the portion of the settlement related to the compensation 
for psychological harms was excludible from taxable income. 
Ltr. Rul. 201328022, April 11, 2013.
 DEPRECIATION. The taxpayer, a corporation and its 
subsidiaries, purchased two poultry processing plants and the 
purchase agreement allocated the purchase price among the 
assets. A few years after the purchase, the taxpayer determined 
that additional depreciation deductions would result if the 
purchased assets were subdivided into smaller units with 
different depreciation schedules.  The processing plant was 
originally depreciated as nonresidential real property over 39 
years. After the subdivision, many of the processing plant assets 
were recharacterized according to Rev. Proc. 87-56 asset classes, 
allowing for depreciation over seven or 15 years. The court held 
that the purchase allocation agreements were binding on the 
taxpayer as to the allowed depreciation because the purchase 
agreement covered all of the assets purchased. The appellate 
court affirmed in a decision designated as not for publication. 
A future issue of the Digest will publish an article on this case 
by Neil Harl. Peco Foods, Inc. & Subs. v. Comm’r, 2013-2 
u.S. Tax Cas. ¶ (CCH) 50,412 (11th Cir. 2013), aff’g, T.C. 
Memo. 2012-18.
 DISCHARGE OF INDEBTEDNESS. The taxpayer had 
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owned an apartment in a cooperative apartment complex. The 
taxpayer purchased the unit next door and borrowed the purchase 
price plus funds for remodeling the new unit so that the two 
units could be used as a single residence. After the market value 
of the combined units dropped, the lender agreed to reduce the 
principal amount on the loan in exchange for a lump sum payoff 
of the loan. The IRS ruled that the loan amount was acquisition 
indebtedness under I.R.C. § 163(h)(3)(B); therefore, the loan was 
qualified principal residence indebtedness under I.R.C. § 108(h)
(2). The ruling did not discuss the specific tax consequences of 
the discharge of indebtedness. Ltr. Rul. 201328023, April 9, 
2013.
 DOMESTIC PRODuCTION ACTIVITy DEDuCTION. 
The taxpayer was a non-exempt grain marketing and agricultural 
supply cooperative which marketed grain on a patronage basis 
for its members, which included both farmer producers and local 
grain cooperatives. The taxpayer obtained a letter ruling, Ltr. Rul. 
201002009, Oct. 1, 2009, which held that the grain payments 
constituted per-unit retains and that the taxpayer’s qualified 
production activities income and taxable income should be 
computed without regard to any deduction for grain payments to 
members and eligible nonmember patrons. The taxpayer then filed 
amended returns which attempted to use the increased domestic 
production activity deductions (DPAD) to offset non-patronage 
income, because there was no patronage source income left. In a 
Field Attorney Advice letter, the IRS ruled that the DPAD could 
not be used to offset or decrease non-patronage-sourced income. 
FAA 20132701F, July 15, 2013.
 EMPLOyERS. The IRS has published information about  how 
employers can protect themselves from unscrupulous third-party 
payroll service providers (PSP) and reporting agents (RA). Over 
the past few months, a number of these individuals and companies 
around the country have been prosecuted for stealing funds 
intended for the payment of payroll taxes. Examples of these 
successful prosecutions can be found on IRS.gov. Like employers 
who handle their own payroll duties, employers who outsource 
this function are still legally responsible for any and all payroll 
taxes due. This includes any federal income taxes withheld as 
well as both the employer and employee’s share of social security 
and Medicare taxes. This is true even if the employer forwards 
tax amounts to a PSP or RA to make the required deposits or 
payments. For an overview of how the duties and obligations 
of agents, reporting agents and payroll service providers differ 
from one another, see the Third Party Arrangement Chart on IRS.
gov. (1) Employer should enroll in the Electronic Federal Tax 
Payment System (EFTPS) and make sure the PSP or RA uses 
EFTPS to make tax deposits. Available free from the Treasury 
Department, EFTPS gives employers safe and easy online 
access to their payment history when deposits are made under 
their Employer Identification Number, enabling them to monitor 
whether their third-party payer is properly carrying out their tax 
deposit responsibilities. It also gives them the option of making 
any missed deposits themselves, as well as paying other individual 
and business taxes electronically, either online or by phone. To 
enroll or for more information, call toll-free 800-555-4477or 
visit www.eftps.gov. (2) Refrain from substituting the third-
party’s address for the employer’s address. Though employers 
are allowed to and have the option of making or agreeing to such 
a change, the IRS recommends that employer’s continue to use 
their own address as the address on record with the tax agency. 
Doing so ensures that the employer will continue to receive bills, 
notices and other account-related correspondence from the IRS. It 
also gives employers a way to monitor the third-party payer and 
easily spot any improper diversion of funds. (3) Contact the IRS 
about any bills or notices and do so as soon as possible. This is 
especially important if it involves a payment that the employer 
believes was made or should have been made by a third-party 
payer. Call the number on the bill, write to the IRS office that 
sent the bill, contact the IRS business tax hotline at 800-829-4933 
or visit a local IRS office. See Receiving a Bill from the IRS on 
IRS.gov for more information. (4) For employers who choose to 
use a reporting agent, be aware of the special rules that apply to 
RAs. Among other things, reporting agents are generally required 
to use EFTPS and file payroll tax returns electronically. They 
are also required to provide employers with a written statement 
detailing the employer’s responsibilities including a reminder that 
the employer, not the reporting agent, is still legally required to 
timely file returns and pay any tax due. This statement must be 
provided upon entering into a contract with the employer and 
at least quarterly after that. See Reporting Agents File on IRS.
gov for more information. (5) Become familiar with the tax due 
dates that apply to employers, and use the Small Business Tax 
Calendar to keep track of these key dates. FS-2013-9, July 15, 
2013.
 FOREIGN ACCOuNTS. The IRS has issued a notice which 
(1) revises timelines for implementation of the requirements 
of I.R.C. §§ 1471 through 1474 commonly referred to as the 
Foreign Account Tax Compliance Act, or FATCA; and (2) 
provides additional guidance concerning the treatment of 
financial institutions located in jurisdictions that have signed 
intergovernmental agreements (IGAs) for the implementation 
of FATCA but have not yet brought those IGAs into force. The 
Department of the Treasury (Treasury) and the Internal Revenue 
Service (IRS) intend to amend the regulations under sections 
1471 through 1474 to adopt these rules. Withholding agents 
generally will be required to begin withholding on withholdable 
payments made after June 30, 2014, to payees that are foreign 
financial institutions or non-financial foreign entities with respect 
to obligations that are not grandfathered obligations, unless the 
payments can be reliably associated with documentation on which 
the withholding agent can rely to treat the payments as exempt 
from withholding. The definition of grandfathered obligation 
will be revised to include obligations outstanding on July 1, 
2014 (and associated collateral). This notice does not affect the 
timing provided in the final regulations for withholding on gross 
proceeds, passthru payments, and payments of U.S. source FDAP 
with respect to offshore obligations by persons not acting in an 
intermediary capacity. Notice 2013-43, I.R.B. 2013-31.
 GAMBLING INCOME. The taxpayers were non-resident 
aliens who had gambling winnings and losses from gambling 
in the United States. The IRS assessed taxes based on the 
interpretation of I.R.C. § 873 that non-resident aliens had to pay 
a tax on each wager which produced a payoff greater than the 
bet, whether the bet was made at a slot machine or a gaming 
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table. Under I.R.C. § 873, nonresident aliens are prohibited from 
offsetting gambling losses against gambling winnings. Thus, 
the IRS argued, non-resident aliens were taxed on each wager, 
if it produced a gain, and not on the winnings of a session at 
a casino, which would net all wins and losses. The court held 
that interpretation was incorrect and the interpretation used by 
the IRS for I.R.C. § 165 for U.S. citizens was required such 
that taxable winnings were determined at the end of a session 
of gambling. Park v. Comm’r, 2013-2 u.S. Tax Cas. (CCH) 
¶ 50,423 (D.C. Cir. 2013), rev’g, 136 T.C. 569 (2011).
 HEALTH INSuRANCE. The IRS has issued Publication 
5093, Healthcare Law Online Resources, which lists Affordable 
Care Act resources from the IRS, the Departments of Health 
& Human Services and Labor, and the Small Business 
Administration.
 HOME OFFICE DEDuCTION. The IRS has posted a 
YouTube video explaining the provisions of the simplified option 
for claiming the home office deduction. See http://youtu.be/
zfy9zSZw2dI
 In July 2008, the taxpayer was employed full time but worked 
three days per week at home and two days at the employer’s 
business office. Prior to that time, the taxpayer worked as an 
independent contractor part time but exclusively from home. 
The taxpayer remodeled the home office by moving a wall; 
replacing all the carpeting, retiling the bathroom; and installing 
an under-the-floor heating system, a programmable thermostat, 
a central vacuum system, and a fireproof safe in the closet of the 
home office area. The taxpayer claimed deductions for direct and 
indirect costs of the home office. The IRS denied a deduction 
for the costs associated with the home office after the taxpayer 
switched from part time work as an independent contractor to 
full time work as an employee. The court agreed because the 
taxpayer used the home office for the convenience of the taxpayer 
and not as a requirement of employment. As for the first half of 
the year, the IRS reduced the percentage of the home eligible 
for the home office deductions because the home office did not 
include a hallway, entryway, bathroom and closet. The court also 
agreed that these areas were not part of the home office because 
they were accessible to and used as the living area of the home. 
The court also held that the deductions for the improvements 
to the office area were not currently deductible and had to be 
capitalized in the taxpayer’s basis in the office area. Fontayne 
v. Comm’r, T.C. Summary Op. 2013-54.
 LIMITED LIABILITy COMPANy. The taxpayer was a 
single-member limited liability company which intended to 
elect to be taxed as a corporation but which failed to timely file 
Form 8832, Entity Classification Election. The IRS granted an 
extension of time to file Form 8832. Ltr. Rul. 201328021, April 
4, 2013.
 MILITARy TAXPAyERS. The IRS has published 
information about some of the special tax rules which apply 
to military members on active duty, including those serving 
in combat zones. Deadline Extensions.  Qualifying military 
members, including those who serve in a combat zone, can 
postpone some tax deadlines. This includes automatic extensions 
of time to file tax returns and pay taxes. Combat Pay Exclusion. 
If a taxpayer serves in a combat zone, the taxpayer can exclude 
certain combat pay from income. Military taxpayers do not need 
to show the exclusion on their tax return because qualified pay is 
not included in the wages reported on Form W-2, Wage and Tax 
Statement. Some service outside a combat zone also qualifies for 
this exclusion. Earned Income Tax Credit.  Military taxpayers 
can choose to include nontaxable combat pay as earned income 
to figure their EITC. Taxpayers should make this choice if it 
increases their credit. Even if military taxpayers make this choice, 
the combat pay remains nontaxable. Moving Expense Deduction. 
If a military taxpayer moves due to a permanent change of station, 
the taxpayer may be able to deduct some of the unreimbursed 
moving costs. Uniform Deduction.  Military taxpayers can 
deduct the costs and upkeep of certain uniforms that regulations 
prohibit them from wearing while off duty. The taxpayer must 
reduce the expenses deducted by any reimbursement received 
for these costs. Signing Joint Returns.  Both spouses normally 
must sign joint income tax returns. However, when one spouse is 
unavailable due to certain military duty or conditions, the other 
may, in some cases sign for both spouses, or will need a power 
of attorney to file a joint return. Reservists’ Travel Deduction.  If 
a taxpayer is a member of the U.S. Armed Forces Reserves, the 
taxpayer may deduct certain travel expenses on the tax return. 
Military reservist taxpayers can deduct unreimbursed expenses 
for traveling more than 100 miles away from home to perform 
reserve duties. Nontaxable ROTC Allowances.  Educational and 
subsistence allowances paid to ROTC students participating in 
advanced training are not taxable. However, active duty pay – 
such as pay received during summer advanced camp – is taxable. 
Civilian Life.  After leaving the military, taxpayers may be able to 
deduct certain job hunting expenses. Expenses may include travel, 
resume preparation fees and job placement agency fees. Moving 
expenses may also be deductible. Tax Help.  Most military bases 
offer free tax preparation and filing assistance during the tax filing 
season. Some also offer free tax help after April 15. For more 
information about these tax benefits, see Publication 3, Armed 
Forces’ Tax Guide. IRS Summertime Tax Tip 2013-06.
 PASSIVE INVESTMENT LOSSES. The taxpayer owned 
seven rental properties, hired a property management company 
to operate the properties, and hired an assistant to handle the 
rent payments and handle miscellaneous duties requested by the 
taxpayer. The taxpayer reported losses from the properties which 
were disallowed by the IRS because the taxpayer failed to prove 
that the taxpayer performed more than half of the taxpayer’s 
services in real property trades or businesses and that the taxpayer 
performed more than 750 hours of services in a real property trade 
or business. The court held that the taxpayer failed to provide 
sufficient evidence that the taxpayer spent more than half time 
on the rental real estate activities of all the time the taxpayer 
spent on all of the taxpayer’s business activities. Although the 
taxpayer provided some evidence of the time spent managing 
the rental properties, the taxpayer did not present evidence of 
the time spent on two other business. The court discounted the 
evidence of time spent on the rental activities because most of it 
was the taxpayer’s estimates and not contemporaneous written 
logs. Merino v. Comm’r, T.C. Memo. 2013-167.
 PENSION PLANS. The IRS has issued a notice which 
NuISANCE
 RIGHT-TO-FARM. The defendant purchased a bean and corn 
crop farm in 2005 and in 2006 added a hog livestock confinement 
operation which was permitted by the state to operate a 2800 head 
sow unit on the property. The plaintiffs were neighboring property 
owners who purchased their properties prior to the addition of the 
hog operation and who brought an action in nuisance, alleging 
loss of enjoyment of their properties because of the odors and flies 
from the operation. The defendant raise the defense that the Indiana 
Right-to-Farm Act, Ind. Code § 32-30-6-6, prohibited the nuisance 
action.  The plaintiffs argued that the change to the hog operation 
was either a new agricultural operation or was a significant change 
in the agricultural operation, two exceptions under the statute. 
The court held that, because the defendant purchased an existing 
crop farm, the property met the requirement that the operation 
be in existence for more than one year.  Under Ind. Code § 32-
30-6-6(d)(1)(A), the court held that the statute specifically states 
that the change from one type of agricultural operation to another 
type of agricultural operation was not a significant change in the 
operation. The plaintiffs also argued that the defendant negligently 
operated the hog operation so as to cause the nuisance odors. The 
court acknowledged a negligence exception to the right-to-farm 
statute, but held that the plaintiffs failed to provide evidence that 
any of the defendant’s negligence caused the nuisance odors. The 
appellate court affirmed. Dalzell v. Country View Family Farms, 
LLC, 2013 u.S. App. LEXIS 13621 (7th Cir. 2013), aff’g, 2012 
u.S. Dist. LEXIS 130773 (S.D. Ind. 2012).
FARM ESTATE AND 
BuSINESS PLANNING
by Neil E. Harl
NEW 17th Edition, May 2013!
 The Agricultural Law Press is honored to publish the revised 
17th Edition of Dr. Neil E. Harl’s excellent guide for farmers 
and ranchers who want to make the most of the state and federal 
income and estate tax laws to assure the least expensive and 
most efficient transfer of their estates to their children and 
heirs.  The 17th Edition includes all new income and estate tax 
developments from the 2012 tax legislation.
 We also offer a PDF computer file version for computer and 
tablet use at $25.00.
 Print and digital copies can be ordered directly from the Press 
by sending a check for $35 (print version) or $25 (PDF version) to 
Agricultural Law Press, 127 Young Rd., Kelso, WA 98626. Please 
include your e-mail address if ordering the PDF version and the 
digital file will be e-mailed to you.
 Credit card purchases can be made online at www.agrilawpress.
com or by calling Robert at 360-200-5666 in Kelso, WA.
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provides updated mortality tables to be used under I.R.C. § 430(h)
(3)(A) and § 303(h)(3)(A) of the Employee Retirement Income 
Security Act of 1974 (ERISA), and requests comments regarding 
the publication of mortality tables for future years. These tables 
apply for purposes of calculating the funding target and other items 
for valuation dates occurring during calendar years 2014 and 2015. 
The notice also includes a modified unisex version of the mortality 
tables for use in determining minimum present value under I.R.C. § 
417(e)(3) and § 205(g)(3) of ERISA for distributions with annuity 
starting dates that occur during stability periods beginning in the 
2014 and 2015 calendar years. Notice 2013-49, I.R.B. 2013-49.
 The rates below reflect changes implemented by the Moving 
Ahead for Progress in the 21st Century Act (Pub. L. No. 112-141). 
For plans beginning in June 2013 for purposes of determining 
the full funding limitation under I.R.C. § 412(c)(7), the 30-year 
Treasury securities annual interest rate for this period is 3.40 
percent. The 30-year Treasury weighted average is 3.44 percent, and 
the 90 percent to 105 percent permissible range is 3.09 percent to 
3.61 percent. The 24-month average corporate bond segment rates 
for July 2013, without adjustment by the 25-year average segment 
rates are: 1.41 for the first segment; 4.07 for the second segment; 
and 5.11 for the third segment. The 24-month average corporate 
bond segment rates for July 2013, taking into account the 25-year 
average segment rates, are: 4.94 for the first segment; 6.15 for the 
second segment; and 6.76 for the third segment.  Notice 2013-46, 
I.R.B. 2013-31.
 RENT. The IRS has published information about income and 
expenses from rental of vacation property. A vacation home can be a 
house, apartment, condominium, mobile home or boat. If a taxpayer 
owns a vacation home that is rented to others, the taxpayer generally 
must report the rental income on the federal income tax return. But 
taxpayers may not have to report that income if the rental period 
is short.  Taxpayers usually report rental income and deductible 
rental expenses on Schedule E, Supplemental Income and Loss. 
Taxpayers may also be subject to paying net investment income tax 
on the rental income. If the taxpayer personally uses the property 
and sometimes rent it to others, special rules apply. The taxpayer 
must divide the expenses between the rental use and the personal 
use. The number of days used for each purpose determines how to 
divide the costs. Taxpayers report deductible expenses for personal 
use on Schedule A, Itemized Deductions which may include costs 
such as mortgage interest, property taxes and casualty losses. If the 
property is “used as a home,” a taxpayer’s rental expense deduction 
is limited such that the deduction for rental expenses cannot be more 
than the rent received. For more about this rule, see Publication 
527, Residential Rental Property (Including Rental of Vacation 
Homes). If the property is “used as a home” and a taxpayer rents 
it out fewer than 15 days per year, the taxpayer does not have to 
report the rental income. IRS Summertime Tax Tip 2013-08.
 S CORPORATIONS
  SUBSIDIARIES. The taxpayer S corporation owned nine other 
S corporations but failed to file Form 8869, Qualified Subchapter S 
Subsidiary Election, for each owned corporation. The IRS granted 
an extension of time to file the elections. Ltr. Rul. 201328019, 
April 3, 2013.
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 Self-canceling installment notes
 Sale and gift combined.
Like-kind Exchanges
 Requirements for like-kind exchanges
 “Reverse Starker” exchanges
     What is “like-kind” for realty
 Like-kind guidelines for personal property 
    Partitioning property
    Exchanging partnership assets
Taxation of Debt
 Turnover of property to creditors
 Discharge of indebtedness
 Taxation in bankruptcy.
Second day
FARM ESTATE AND 
BuSINESS PLANNING
New Legislation 
Succession planning and the importance of
 fairness
The Liquidity Problem
Property Held in Co-ownership
 Federal estate tax treatment of joint tenancy
 Severing joint tenancies and resulting basis
 Joint tenancy and probate avoidance
 Joint tenancy ownership of personal property
 Other problems of property ownership
Federal Estate Tax
 The gross estate
 Special Use Valuation
 Family-owned business deduction recapture
 Property included in the gross estate
 Traps in use of successive life estates
 Basis calculations under uniform basis rules
 Valuing growing crops
 Claiming deductions from the gross estate
 Marital and charitable deductions
 Taxable estate
 The applicable exclusion amount
 Unified estate and gift tax rates
 Portability and the new regulations
 Generation-skipping transfer tax
 Importance of the Rule Against Perpetuities
Gifts
 Reunification of gift tax and  estate tax
 Gifts of property when debt exceeds basis 
use of the Trust
The General Partnership
 Small partnership exception
 Eligibility for Section 754 elections
Limited Partnerships
Limited Liability Companies
 Developments with passive losses
 Corporate-to-LLC conversions
 Eligibility for “small partnership” exception
 New regulations for LLC and LLP losses
Closely Held Corporations
 State anti-corporate farming restrictions
 Developing the capitalization structure
 Tax-free exchanges
 Would incorporation trigger a gift because of
  severance of land held in joint tenancy?
 “Section 1244” stock
Status of the Corporation as a Farmer
 The regular method of income taxation
 The Subchapter S method of taxation, including
  the “two-year” rule for trust ownership of
  stock
 Underpayment of wages and salaries
Financing, Estate Planning Aspects and
    Dissolution of Corporations
 Corporate stock as a major estate asset
 Valuation discounts
 Dissolution and liquidation
 Reorganization
Social Security
 In-kind wages paid to agricultural labor
First day
FARM INCOME TAX
New Legislation
Reporting Farm Income
 Constructive receipt of income
 Deferred payment and installment payment
  arrangements for grain and livestock sales
 Using escrow accounts
 Payments from contract production
 Development in SE tax for CRP payments
 Leasing land to family entity
 Items purchased for resale
 Items raised for sale
 Crop insurance proceeds
 Weather-related livestock sales
 Sales of diseased livestock
 Reporting federal disaster assistance benefits
 Gains and losses from commodity futures, 
  including consequences of exceeding the
  $5 million limit
Claiming Farm Deductions
 Soil and water conservation expenditures
 Fertilizer deduction election
 Depreciating farm tile lines
 Farm lease deductions
 Prepaid expenses
 Preproductive period expense provisions
 Regular depreciation, expense method
  depreciation, bonus depreciation 
 Paying rental to a spouse
 Paying wages in kind
 Section 105 plans
Sale of Property
 Income in respect of decedent
 Sale of farm residence
 Installment sale including related party rules
 Private annuity
AGRICuLTuRAL TAX SEMINARS
by Neil E. Harl
  Join us for expert and practical seminars on the essential aspects of agricultural tax law. Gain insight and understanding from one of the country’s foremost authorities 
on agricultural tax law.  The seminars will be held on two days from 8:00 am to 5:00 pm. On the first day, Dr. Harl will speak about farm and ranch income tax. On the 
second day, Dr. Harl will cover farm and ranch estate and business planning. Registrants may attend one or both days, with separate pricing for each combination.   Your 
registration fee includes written or electronic (PDF) comprehensive annotated seminar materials and lunch. Online registration is available at www.agrilawpress.
com.   Here are the dates and cities for the seminars later for summer and fall 2013:
August 28-29, 2013 - Quality Inn, Ames, IA; September 9-10, 2013 - Honey Creek Resort, Moravia, IA; September 16-17, 2013 
- Courtyard Marriott, Moorhead, MN; September 19-20, 2013 - Ramkota Hotel, Sioux Falls, SD; October 3-4, 2013 - Holiday Inn, 
Council Bluffs, IA; October 10-11, 2013 - Holiday Inn, Rock Island, IL; November 7-8, 2013 - Hilton Garden Inn, Indianapolis, 
IN; November 14-15, 2013 - Parke Hotel, Bloomington, IL; November 18-19, 2013 - Clarion Inn, Mason City, IA; Dec. 16-17, 
2013 - Alamosa, CO
 The topics include:
  
 The seminar registration fees for current subscribers (and for each one of multiple registrations from the same firm) to the Agricultural 
Law Digest, the Agricultural Law Manual, and Farm Estate and Business Planning are $225 (one day) and $400 (two days). The 
registration fees for nonsubscribers are $250 (one day) and $450 (two days).  
    See www.agrilawpress.com for more information and online registration.
